This paper aims to support small medium enterprises (SMEs) 
Introduction
SMEs in the leather industry from the case study briefly 3 . In the next section discussed the business operations of SMEs as the underlying dynamic activities and assumptions related to the special section is illustrated through the Stock Flow Diagram (SFD). Those, among other activities such as production, inventory planning, sales, human resources planning, and machines capacity planning. Then, the discussion will be related to the financial reports generated from this simulation, such as Balance Sheet, Income statement, and Cashflow statement. Will then be displayed and described the performance indicators of financial reports that have been generated as the financial-ratio. In this section are also described on investment criterion such as Payback period, NPV, and IRR. At the conclusion will be disclosed the weaknesses, limitations from this paper, and the suggestion of the next studies.
Paper Purposes
This paper aims to:
1. support small medium enterprises (SMEs) in business planning through the use of system dynamics models; 2. support SMEs' entrepreneurs to better understand the net of cause-and-effect relationships underlying company financial and non-financial results 3. develop a step-by-step system dynamics model building process; 4. integrate system dynamics models with financial report, such as Balance sheet, Income statement, and Cashflow statement
Paper Contribution
With the goals above achieved then this paper is expected to provide a detailed description to young entrepreneurs on how to build a step-by-step system dynamics building process to better understand company performance. In the long term, a better understanding of the net of cause-and-effect relationships underlying company financial and non-financial results is also likely to foster SMEs sustainable growth and then to create more employment.
Brief Leather Industry Profile at Tanggulangin 4
In Tanggulangin district which is located about 20 km to the south of Surabaya, the capital city of East Java province, there are 340 outlets large and small. Five of them are categorized as big; each has revenue worth of Rp 1 billion per month. In addition, there are 20 outlets with middle turnover Rp 300 million per month. However, in general, such as leather bags business in this area is a business in small and very small or micro scale industries, the monthly turnover of Rp 20 million to Rp 100 million. Where each SMEs, generally has employees as many as 10 to 40 craftsmen who are experts in making various kinds of products made from leather. The Tanggulangin craftsmen are specialized in various leather products not only on the leather bag. Almost all of the leather products can be made in this leather industry centers, ranging from leather bags, luggage, shoes, wallets, belts, jackets, and even some others little accessories which is made from the leather remnants/scraps. In this district also established a cooperative called the Industry Tas and Koper (INTAKO). One the purposes of INTAKO are to make better cooperation and communication between the craftsmen. In addition to the existence of this cooperative also support to make marketing efforts better.
Company Customers
During the simulation it is assumed that this particular SME has an initial customer base of 360 people who want to buy a leather product. A detailed analysis of company customer can be seen in Table 1 . People who are likely to buy a leather product constitute leather SMEs potential market. It has been assumed that the company to gain customers it has to compete with other SMEs operating in the same area. As soon as a potential customer buys a leather product he/she becomes a customer. However people who decide to purchase a leather product not always they become customers, as the purchase occurs when the desired good is available. Here customers are those people who bought a leather product, and it does not imply that customers can be considered as repeated buyers. 
Years
Non-commercial use only! It has been assumed that the customer adoption process is influenced by several factors. Among them, two are very important: the worth of mouth effect (Gilmore et al., 2001; Sterman, 2000; Morecroft, 2007) , e.g. the interaction between customers and potential customers or the impact of promotion activities such as exhibitions.
In general, SMEs operating in the analyzed industry do not advertise their products; they periodically take place in some exhibitions and fairs organized by local government in their respective regions (GATRA, 2007). A part the participation to fairs and exhibitions, the investigated company can increase customers by adopting aggressive commercial policies, such as strong reduction in product price (see figure 3 ). These results may occur, in particular, if competitors do not take immediate response to company policy. Before buying a leather product it has been assumed that a potential customer conducts a "survey" of the current product price policies adopted by such SMEs. One of the main drivers which allow the company to translate the potential buyer in a customer is the availability of the product in the store. Furthermore, the product price/quality ratio has affect company sales. In fact, if the company product price/quality ratio is more than 1, it means that the product price/quality offered by this particular SME is more expensive than others SMEs stores operating in the same area.
Price
Product unit price is determined by increasing the product unit costs by a given percentage. Company product price is reported in Table 2 here below: The impact of fixed and overhead costs on product cost vary from a product to another according to the percentage reported in 
Production
In order to produce the four products, (i.e., bag for man and woman, suitcase, and accessories such as wallet, belt, and gloves) different quantities of raw materials are needed. Figure 4 ) is based on an expected demand mechanism, which in turn affects raw materials inventory policy. Initial company products demand is reported in Table 5 . Demand expectations change over time and it is also influenced by past data (Sterman, 2000; Morecroft, 2007) . Demand expectations also become the basis for determining the desired production which is adjusted also on the basis of the gap between desired and existing finished products inventory. The desired production then determines the purchase of raw materials, on the basis of the company raw materials inventory policy. In general, inventory coverage at least equals to the average time to obtain the raw material
Planning the number of production
The desired production (refer to Figure 5 ) is highly influenced by entrepreneur's sales expectations and inventory coverage is generally longer than the time needed to correct product inventory level. The product production is limited by the level of production capacity available. Company production capacity is determined on the basis of three main elements: raw materials inventory, human resources capacity and machinery capacity. Figure 6 shows the dynamics of finished products inventory, which is influenced by product demand. 
Machinery Production Capacity policy
The production process is carried out by SMEs with some machines such as flatbed sewing machine, postbed sewing machine, seset machine, and stamping machine. Each machine has a capacity, as reported in Table 6 below: While every product requires some of the capacity of each machine, in this case each product is estimated to require a number of machine capacities, as appears in Table 7 here below: The desired machinery production capacity (refer to figure 7) is based on sales expectations. It follows that the entrepreneur may purchase a number of machines to meet the desired production capacity. The machine production capacity is reduced over time on the basis of the average life length of the machine. Machines production capacity adjustment is made by the difference between the desired and the installed capacity. The machinery obsolescence is also replaced annually. Because each product requires some percentage capacity from the four machines, it is assumed that the production of products system is parallel. In the system dynamics model it has been assumed that the maximum production capacity is depended on the capacity of the smallest production capacity machine and, consequently, it creates a bottleneck.
Human resource planning
Before production process begins, the SMEs must have initial labor. This amount is continuously corrected by the human resources planning policy, which is defined on the basis of the desired production level (see Figure 8 ). Planning will determine the recruitment policy adjustments. The time needed in this adjustment is the minimum for the contract work, in this paper for three months. During that will be determined how many people must be hired. Entrepreneur takes policy not to fired employees until they decide to resign. Planning is done after getting information about the amount of production desired and the estimated productivity of each employee, such as appear in Table 8 . The average employee who resigned, of course this information is not immediately available, so that there is a delay of information. 
Financial Reports
On the basis the relationships between company strategic assets accumulation and depletion processes mainly related to customers and production capacity policies (finished products and raw materials inventories, machinery, human resources) a Balance Sheet, an Income Statement, and a Cashflow statement have been built with seven (7) days of time step.
Balance Sheet
In the early stage, entrepreneurs have to make an early-purchase, to buy machineries, raw materials and to hire employees. Such investments can be done through the use of entrepreneurs' own assets (i.e., equity) or through bank loans.
In the case analyzed in this paper the company finances the initial investment by using only the 27.26% or Rp. 122,556,000,-of equity, and a bank's loan of 72.74% or Rp. 327,044,000,-As a consequence, the total funds invested are equal to Rp. 449,600,000, -. We assumed that all of that fund was not all invested, a total value worth of Rp. 267,522,400,-hold in cash, so we can calculate the initial outlay (IO) is Rp 182,077,600,-. The rest of debt must be paid next
Principal paid Months
Debt from the bank has interest rate of 22%. Method used in this long-term debt payment is decreasing (refer to Figure 9 ), where the total interest payable is determined from the beginning and will continue to decrease during the period of the debt agreement (3 years) with a fixed monthly basic pay. Of this debt must pay a monthly rate of interest added. After that initial balance sheet at the end of the year to 0 (zero), at the beginning of the year one (1) SME already has some resources needed to run business activities. Balance at the end of the year will be the same as the balance early next year. Balance sheet end of year 0 (zero) or beginning of year 1 (one) in this simulation appear in Appendix 1: Balance Sheet. But we can see the movement of the total assets and total liability-equity time by time during the simulation as appears in figure 10 below. As figure 10 shows, the initial operation has increased the amount of the total assets and total liability-equity but then decreased until mid-year and then gradually increases in the last quarter. Price discount policy looks give an impact to fasten the growth of total assets.
In this simulation seems that the dynamics change of underlies activities on the strategic assets of the SMEs, such as customers, sales, inventory, human resources, and machines capacity can be captured in the balance sheet during the year. In the simulation of this case study, SMEs have assumed policies that always pay the bill in full and on the due time e.g. account payable, wage liability, investment debt, and interest liability will be paid on monthly basis. For tax liability, we assumed, will be paid on yearly basis as well as dividend but during the simulation there is no dividend paid. Meanwhile, on the assets side, during the simulation, cash generates mainly from cash sales (20%) and collection of account receivables with collection time is four (4) months. Policies associated with the production capacity, companies are always adjusting the machines capacity loss because of time usage in the production process. The impact of this policy is the production capacity will remain stable from the starting point. Replacement engine is financed by debt investments that are considered not generate interest liability (only for simplification). Payment investment debt made in full within a period provided.
Income statement
Dynamic changes that occur in strategic assets are also reflected in the company income statement from time to time, as appears in the figure 11: Income statement below. Appear on the SME's income statement graphics are still deficit at the beginning of the early-run operating business, and then start moving up and down on a range of net profit Rp. 150,000,000, -in each quarter. In this case, it is assumed all the profits, not to be distributed in any form of a dividend. We can see the effect of price discount from the beginning of operation will make SMEs' net income higher than the reference simulation, but reach stable condition sooner. We can see the effect of the policy which is price discount 30% in the cash flow statement. In the first three quarter it looks similar then afterwards fluctuates more intense before reaches steady state in the last year.
Investment Criterion and Financial Ratio
After we successfully create a weekly financial report, then we can easily create a variety of investment criterion such as NPV, IRR, and Payback Period. In calculating these criterions we used 30 days time step. Investment criteria from year to year in the simulation of this case study can be seen in Table 9 below: -446.354.272,78 -655.153.144,57 -635.882.141,66 -380.428.895,06 -99.821.638,40 98.667.965,86 It appears in the Table 9 , payback period of one year period until the end of the simulation. Payback period is a matter of the feasibility of an investment regardless of the time value of money. Calculated with the formula:
Payback period = (TIME-STARTTIME)*IO/'Cashflow Total'
Similarly with another investment criterion, the NPV, it appears in Table 9 , the value of NPV of the project investment is still negative, so that the various assumptions and policy lever taken in this case study, and it appears that investment is still losers. Then from the other criterion; IRR, this investment criterion is obtained from the interest rate at the time when the investment produces NPV equal to 0 (zero). In this simulation assumed that the credit interest rate is 22%, so that the NPV is negative, of course, according to the IRR criteria, this investment will be rejected, because the interest rate on the NPV equal to 0 (zero) is smaller than the existing interest rate which is equal to 17,03%. However, if we simulate more than five years, e.g.; 7 years, that investment will be profitable. Approximately this is one of the weak points of the criteria which the investment is highly dependent on the time horizon. When running this business for 7 years will result 0,77 years in term of Payback period, with NPV worth of Rp. 98, 667, 965.86329 , then the IRR is 25,79%, so this investment will be accepted. Then, if it is assumed that this business wills "going concern" although the investment criteria for five years do not appear will make any benefit, it will not be a problem. These investment criterions will improve along with a policy change such as policy in period to collect account receivable, the sooner the more improvement can make. Last, we will see how changes in the ratio of financial-ratio that we extract from the above financial reports, such as appear in Table 10 below; Appear in the table above, the inventory turnover ratio in the second year is 2, 51 times, and then begin to rise until year fourth, and then decline at the end of the simulation. Meanwhile, gross and net profit margins show that SME still unprofitable in first two years of operating than become profitable in the rest years of simulation. For ROA and ROE, in the second and third years are still different because the company still must pay for long-term debt repayments, after debt settled, the ROA and ROE looks close. While the ratio of debt, appear to SMEs is very liquid after the third year at which ratio value is 0 (zero), because it does not anymore have debts. In fact, this ratio is used by financial managers as feedback in making decisions to run the company operating the following year. Such as e.g. in the table above, a manager wanted to keep its inventory turnover is not going down, then he can take some steps to adjust or change decisions he took in the previous period that will be applied in the period to come. In this situation, simulation such as in this paper is very important. Where the simulation will give the entrepreneur a chance to have an artificial experiences to run the SME or company without sacrificing the strategic assets, as is mostly done by young entrepreneur when they runs a new or has been built business.
Conclusion
This paper shows a system dynamic model capturing financial reports, such as Balance sheet, Income and Cashflow statements, traditionally used by SMEs' entrepreneurs to understand their company long term sustainability. By applying a step-by-step system dynamics model building process, SMEs' entrepreneurs can better understand the net of cause-and-effect relationships underlying company financial and non-financial results. Such an approach is also likely to foster decision makers understanding about the figures portrayed in a balance sheet. The use a case-study allowed the authors to experiment the above approach to a small leather handcraft operating in Indonesia. The use of simulation in SMEs' business planning can be also used as a training tool for young or beginner entrepreneurs.
The weakness of the paper and further studies
In this simulation has been applied several common factors which are strategic assets of a company, particularly SMEs in the leather industry. They also have some policy lever associated with the strategic asset management. However, it is still deemed incomplete and detail where many things that may be included in this model, from other micro-elements because these elements are important for the development of SMEs, as expressed by Nguyen (2006) and Berry (1997) in their works. Factors like the role of cooperatives in the community's, emotional and cultural relations that exist in small cluster of the industry in a particular region, or the model in the supplier's level, relationships with suppliers and others. Further studies will be very interesting and would provide a greater contribution to the parties who need such as employers and policy makers if it is involving the macroeconomic model such as inflation, interest rates, taxes, and government policies on SMEs in a country (Yamaguchi, 2006) . The assumption is taken in this paper is merely a subjective assumption, not based on actual conditions experienced by the true actors, even though the original case of this study is the result of direct interaction with the case of craftsmen. Further studies will be very interesting if the parties directly involved with the group modeling proposed by Vennix (1999) . 
